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Introduction - 
Money and Credit 


4 


Importance of money in everyday life. 











Goods are being bought and sold with the For some, there might not be any actual 
use of money. In some of these transactions, transfer of money taking place now but 
services are being exchanged with money. a promise to pay money later. 
\ \ 
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In the absence of money we would have to rely on the doub/e coincidence of wants. 


LU 
What a person desires to sell is exactly 
what the other wishes to buy. 





What-Mae-lart-vad (eam ley-1a(a Me) miileyal=\ ACM ale) e-eBGl ter Systems 
Li 


A system where goods are directly exchanged without the exchange of money. 
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Introduction - 
rs Money as a medium of exchange 
u 
Economy with money —— Eliminate the need for double coincidence of wants. 
~ 
Explain = 
= Acts acts an intermediate in the exchange process. 
a 


. » Money as a medium of exchange. 
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What we are going to study in this chapter?” 


m= Money as a medium of exchange 


= Modern forms of money 
> Currency 
> Deposits with banks 


m ~=Loan activities of banks 

= # Two different credit situations 
m = Terms of credit 

m Variety of credit arrangements 
m= Formal sector credit in India 


m Self-help groups for the poor 
> Grameen bank of Bangladesh 
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Modern Forms of Money - 


#ai. 
€& x% 





«- Money as a medium of 


exchange for transaction. 
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W/KoXel=TaaM me) danke) mi celat=h’ ae 


4 | 
e Modern form of money (paper notes and currency) —" issue 


4 


e Modern currency is not made of precious metal 


Fiat value, No intrinsic value 7 such as gold, silver and copper. 
: e Unlike grain and cattle, they are neither of 


everyday use. 
e The modern currency is without any use of its own. 


Then why it is accepted as medium of exchange? == 


= Because it is authorised by the government of the country. 
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WW/KoXel=TaaM me) danke) mi celal=h’ ae 


Authorised by the government of the country 


4 


e The Reserve Bank of India issues currency notes ii 





si Us Gt @aat RESERVE BANK OF INDIA 
on behalf of the central government. ae | , 


Ce Cool dal -yam level celer-)me) me) e-z-laley-lacelam cel i(e\ii(etom ne) 
issue currency. ‘ joe Fol 

e No individual in India can legally refuse a F100 ay 
payment made in rupees. oe --f 000 000000 | 
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W/KoXe(=TaaM me) danke) mi Celal=h "ae 


Deposits with Banks 
oy 


e Deposits with banks people have — Also a type of money. 


4 


2 Questions — ie 
==> People deposit it with bank (Bank account). ==» 


e Banks pay an amount as interest on the deposits. 

People’s money is safe. 

e People also have the provision to withdraw the money as 
and when they require. 


= Canbewithdrawnondemand == Demand deposits 
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WW/KoXe(=TaaM me) danke) mi Celal=h’ ae 


= Demand deposits offer another interesting facility. == 
1 


A cheque is a paper instructing the bank to pay a specific amount from the person’s account 
to the person in whose name the cheque has been issued. 


Cheque Paymenty 

A shoe manufacturer, M. Salim has to make a payment to the leather supplier and writes 
a cheque for a specific amount. This means that the shoe manufacturer instructs his 
bank to pay this amount to the leather supplier. The leather supplier takes this cheque, 
and deposits it in his own account in the bank. The money is transferred from one bank 
account to another bank account in a couple of days. The transaction is complete without 
any payment of cash. 


e/ 
wf Pay PREM KUMAR 


i 


feare/Date \9/ § /20\16 


or ave @ Or Bearer 


16137926023 


State Bank of India 

ys Sled 1) 
‘SRI AUROBINDO MARG, 

NEW DELHI 110016 


soe Seven tho sana: ply, : 
Rupees Ay ba &.Rs. 5 7000/- 
Ale. 


. Jabie, 


w3G225Se 2h0002078 OOO323" 20 
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Loan Activities of Banks - 


=> What do the banks do with the deposits which they accept from the public? = 








DEPOSITORS BORROWERS 
People make People take 
deposits : 


- La —_— | fy 
People make People reps repay a 


withdrawals and loans with 
get interest interest 
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Loan Activities of Banks - 


Loan activities of Banks - On ground 
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Banks keep a small proportion of their deposits as cash with themselves. 


—————— 


ietaratcaant an? 
fT 
wy 
m Banks make use of the deposits to meet the loan requirements of the people. 
Banks mediate between those who have surplus funds (the depositors) and those 
who are in need of these funds (the borrowers). 
m= Banks charge a higher interest rate on loans than what they offer on deposits. 
The difference between what is charged from borrowers and what is paid to 


depositors is their main source of income. 
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Two Different Credit Situations - 





Credit ==» Loan 


¥ 
The lender supplies the borrower with money, goods or services in return for the promise of 
future payment. 


Story of Salim Story of Swapna 
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Two different Credit Situations - 


Story of Salim Story of Swapna 
| § | _ 4§ 
Credit —— Helped him Credit =<» Pushed her in debt trap 
' 4 


e Helps him to meet the ongoing e The failure of the crop made loan 
expenses of production, complete repayment impossible. 
production on time, and thereby e She had to sell part of the land to repay 


increase his earnings. 
e Credit therefore plays a vital and 
positive role in this situation. 


the loan. 






" Analyse — 


¥ 
i ateldal-lmoaclolimyelel(omel-MUrt=1 16) Me) male) Mm dal-1a-)cele-Mme(=]el-lele Mole aat-M at) Culm dal-Miiaer-la(ela| 
and whether there is some support, in case of loss. 
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Terms of Credit - 


What is terms of credit? 


¥ 
= Interest rate, collateral and documentation requirement, and the mode of repayment 
together comprise what is called the terms of credit. 
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Terms of Credit - 





Interest Rate 


JU 
Borrower must pay to —_ Collateral is an asset that Paperwork Installment/ 
the lender along with the borrower owns (such Lump Sum Cash/ 
the repayment of the as land, building, vehicle, Gold/ Property 
rey a tatell ok-] 6 livestocks, deposits with 





Documentation Mode of 
Collateral : 
requirement Payment 
§ § § 


banks) and uses this as a 
guarantee to a lender 
until the loan is repaid. 


= Terms of credit may vary depending on the nature of the lender and the borrower== 
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Variety of Credit Arrangements - 


Rama is working in a neighbouring field. She 
works as an agricultural labourer. There are 
several months in the year when Rama has 
no work, and needs credit to meet the daily 
expenses. Expenses on sudden illnesses or 
functions in the family are also met through 
loans. Rama has to depend on her employer, 
a medium landowner in Sonpur, for credit. 
The landowner charges an interest rate of 
5 per cent per month. Rama repays the 
money by working for the landowner. Most 
of the time, Rama has to take a fresh loan, 
before the previous loan has been repaid. 
At present, she owes the landowner 
Rs 5,000. Though the landowner doesn't 
treat her well, she continues to work for him 
since she can get loans from him when in 
need. Rama tells us that the only source of 
credit for the landless people in Sonpur are 
the landowner-employers. 





Take an example of village = 
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Variety of Credit Arrangements - 


Shyamal tells us that every season he needs 
loans for cultivation on his 1.5 acres of land. Till 
a few years back, he would borrow money from 
the village moneylender at an interest rate of 
five per cent per month (60% per annum). 
For the last few years, Shyamal has been 
borrowing from an agricultural trader in the 
village at an interest rate of three per cent 
per month. At the beginning of the cropping 
season, the trader supplies the farm inputs on 
credit, which is to be repaid when the crops 


are ready for harvest. 


Besides the interest charge on the loan, the 
trader also makes the farmers promise to 
sell the crop to him. This way the trader 
can engure that the money is repaid 
promptly. Also, since the crop prices are low 
after the harvest, the trader is able to 
make a profit from buying the crop at a low 
price from the farmers and then selling it 
later when the price has risen. 
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Variety of Credit Arrangements - 


We next meet Arun who is supervising the 
work of one farm labourer. Arun has seven 
acres of land. He is one of the few persons 
in Sonpur to receive bank loan for 
cultivation. The interest rate on the loan 
is 8.5 per cent per annum, and can be repaid 
anytime in the next three years. Arun plans 


to repay the loan after harvest by selling a 
part of the crop. He then intends to store 
the rest of the potatoes in a cold storage 
and apply for a fresh loan from the bank 
against the cold storage receipt. The bank 
offers this facility to farmers who have 
taken crop loan from them. 
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Variety of Credit Arrangements - 
Loans frow Cooperatwey 


Besides banks, the other major source of cheap credit 
in rural areas are the cooperative societies (or 
cooperatives). Members of a cooperative pool their 
resources for cooperation in certain areas. There are 
several types of cooperatives possible such as 
farmers cooperatives, weavers cooperatives, 
industrial workers cooperatives, etc. Krishak 
Cooperative functions in a village not very far away 
from Sonpur. It has 2300 farmers as members. It 
accepts deposits from its members. With these 
deposits as collateral, the Cooperative has obtained 
a large loan from the bank. These funds are used to 
provide loans to members. Once these loans are 
repaid, another round of lending can take place. 


Krishak Cooperative provides loans for the purchase 
of agricultural implements, loans for cultivation 
and agricultural trade, fishery loans, loans for 
construction of houses and for a variety of other 
expenses. 
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Formal Sector Credit in India - 


Formal sector loans 


L 
Moy Ta micelatmey-lalee-laremeele) l-le-1ah 

ti 
The Reserve Bank of India supervises the 
functioning of formal sources of loans. 








Informal sector loans 


4 


Moneylenders, traders, employers, 
relatives and friends, etc. 


¥y 
There is no organisation which supervises 
the credit activities of lenders in the 
Tahielanelaxsa ce) a 
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Formal Sector Credit in India - 


How reserve bank in India supervises the functioning of 
formal sources of loans? 


e The RBI monitors the banks in actually maintaining cash balance. 

e The RBI sees that the banks give loans not just to profit-making 
businesses and traders but also to small cultivators, small scale 
industries, etc. 

e Periodically, banks have to submit information to the RBI on how 
much they are lending, to whom, at what interest rate, etc. 
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Formal Sector Credit in India - 





Credit activities in Informal sector 


ee + a e Interest rate is high. 
No organisation which supervise it | e Lender use unfair means to get their 
money back. 
Interest rate = Cost of borrowing 
J 
Large part of the earnings of the borrowers is used to repay the loan. 
I) 





=> People who might wish to start an enterprise by borrowing may not do so because of the 
high cost of borrowing 2= 
as 
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Formal Sector Credit in India - 


———— 
What can done to improve the situation in informal sector?E=&= 


= Banks and cooperative societies need to lend more. 


4 


Ol al=y-Jom- Tale m-vacvelact-]e)(-Mag-elimCMoaelal-]Mielmdel-Maelelaida’mme(-\)(-1 (6) elen(-lalm 





ol tr i 
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Formal Sector Credit in India - 


Vu 


Formal and Informal credit : Who gets what? - = 





4 


WWE VCoy dia’ mel okelolmmalolecx-lalel(o 4-1 cM (ella Miceli mlilielaritlmx-1a ke) a 
WWE Vogt a’ me) maltemalolecx-tale)(o 4-1 cM (el-lamiceliemolaiit-]my-ta ce) oe 


§ a: 
What’s the problem? == 


Ut 
WU at-mcelauat-]My-\ocelmei alm al-\-1cmelel Var] oLolel mare] ime) Mm dal-Mne)e-]Mole-lolimal-{-le (Me) mdal-M abl e-]m e\-\0) ¢) (-m 
The remaining credit needs are met from informal sources. Most loans from informal 
lenders carry a very high interest rate and do little to increase the income of the borrowers. 


4 


Solution — 
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Formal Sector Credit in India - 


Graph 2 : Of all the loans taken by urban housholds, what 
percentage was formal and what percentage was informal? 


va 


poor households well-oft rich 
housholds withfewassets households households 


BLUE : Per cent of loans from the INFORMAL sector 
PURPLE : Per cent of loans from the FORMAL sector 
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Formal Sector Credit in India - 


4 


Thus, it is necessary that banks and cooperatives increase their lending particularly in the 
rural areas, so that the dependence on informal sources of credit reduces. 


Secondly, while formal sector loans need to expand, it is also necessary that everyone 
receives these loans. 
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Self-Help Groups for the Poor - 


> 


XoXo) mm alelURX=1aLe) (oh =<} Depends oninformal sector ==» 


4 


Banks are not present everywhere in rural India. == Absence of collateral 2= 





CYeladlay-w- Moyle Miceli e-Mey-liL a cmalecusmarlele-Meliai(aelimael-lame-) (at-a-Mley-lamicelumiaieleur-lexeleca--e 


Absence of collateral is one of the major reasons which prevents, informal lenders know the 
borrowers personally and hence are often willing to give a loan without collateral. 


=» .. Organising people into SHG (self help group) is necessary. 
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Self-Help Groups for the Poor - 
What is self help group? == 





1. 

e Self Help Groups (SHGs) are small groups of poor people. The members of an SHG face 
similar problems. They help each other, to solve their problems. SHGs promote small 
savings among their members 

L 
Pool fund to help their members. 
L 

@ Members can take small loans from the group itself to meet their needs. 

e The group charges interest on these loans but this is still less than what the moneylender 
charges. 

e After a year or two, if the group is regular in savings, it becomes eligible for availing loan 
from the bank. 

e Empowerment of members (decision taking power, accountability). 

e Provide a platform to discuss and act on a variety of social issues such as health, nutrition, 
domestic violence, etc. 
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Self-Help Groups for the Poor - 










Grameen bank of Bangladesh 





4 


e It was started by Professor Muhammad Yunus, the founder of 
Grameen Bank, and recipient of 2006 Nobel Prize for Peace. 


e Started in the 1970s as a small project, Grameen Bank in 2018 
had over 9 million members in about 81,600 villages spread 
across Bangladesh. 


e Almost all of the borrowers are women and belong to poorest 
sections of the society. 


f2 
Professor Muhammad Yunus 
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